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—— MANAGEMENT NOTE 





SALARY 
EVALUATION 


—Up to date, systematic salary evaluation is the accepted best method to 
insure that your salary structure is adequate, equitable and in keeping 
with your industry and the community. 


—lt is the method approved by business itself as the most acceptable and 
realistic approach to sound salary determination. 


—it reduces the need for pure individual and personal day-to-day de- 


cisions on salaries and salary administration. 


—lIt improves employee confidence and relations, as the fairness of the 
method is readily accepted by your personnel. 


Ask your business friends, whose companies have Salary Evaluation, 
what it has done for them. 


It deserves your investigation 





J. EDGAR DION 


CONSULTING MANAGEMENT ENGINEERS 


4643 SHERBROOKE STREET WEST — MONTREAL 6, CANADA 
GLENVIEW 1428 


Your inquiries are invited—No obligation naturally. 
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THE ACCOUNTANT’S PRODUCTION: REPORTS 
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Mr. Simpson is Corporate Controller of R. G. LeTourneau, Inc., 
Longview, Texas. After early accounting experience in banking 
and as Chief Accountant and Office Manager of Byerly Brothers 
Music Company, he joined the Peoria, Illinois, Division of that com- 
pany in 1942. He held various posts, then was transferred to the 
Corporate Division as Assistant to the Corporation Controller. In 
1951 he was made Division Controller of the Texas Division and 
was elected to his present position in 1953. An active member of 
N.A.C.A. since 1943, Mr. Simpson has contributed numerous articles 
to that publication and for two years was Director of Publications 
for Peoria. He is a charter member and President of the Shreve- 
port, La., chapter, and a member of the Texas Society of C.P.A.’s, 
the American Institute of Accountants and the Controller’s Institute 
of America. 


A UNITIZED COST, BILLING, AND PROPERTY CONTROL 
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A graduate of Harvard University and of Harvard University 
Business School, Mr. Corson is Assistant Comptroller of Saco- 
Lowell Shops at Biddeford, Maine, where he has been since 1950. 
Upon graduating from Harvard, he served three years with the 
United States Navy. After his discharge from the Navy, he was 
associated with Textron Incorporated. 


THE BALANCE SHEET FROM A BANKER’S VIEWPOINT 
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Associated with the Royal Bank of Canada for 27 years, Mr. 
Dauphinee is now Manager of the North Sydney Branch. He 
entered the main office of the bank in Halifax in 1928 and served 
in various branches until 1938, when he was attached for a year 
to the Inspection Department. He returned to the Supervisor’s 
Office in Halifax in the Credit Department where he served for 
six years until he was appointed to his present position in 1948, 
Mr. Dauphinee presented this talk at the March meeting of the 
Cape Breton Chapter of S.I.C.A 
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Editorial Comment... 


THE WINNIPEG SEMINAR 


Last month in the Students’ Union at the University of Manitoba 
an event unprecedented in the history of the Canadian accountancy 
profession took place. For the first time, representatives from the two 
largest bodies in the profession, the Canadian Institute of Chartered 
Accountants and the Canadian Society of Industrial and Cost Account- 
ants, sat around a rectangular table with delegates from 18 Canadian 
universities to discuss matters of interest both to the profession and 
to the educators, 


At this seminar all of the discussions were exploratory in nature. 
Was it feasible, for instance, to eliminate some of the duplication (with 
corresponding uneconomic use of training facilities) in the early years 
of training for the profession by adopting a common curriculum; and 
if so, would the universities be willing to independently co-ordinate 
their programmes with that of the profession so as to eliminate that 
overlapping and repetition of training which sometimes occurs when 
students transfer from the universities to the profession? The responses 
received to such queries augur well for the future of the profession. 


From the opening session it was very evident that the convening 
bodies were conscious of their responsibility to provide leadership and 
guidance in the area of accounting education. As spokesmen pointed 
out, professional bodies are charged with the measurement of pro- 
fessional competence. As a result, because of the experience they have 
acquired in discharging these responsibilities, the professional bodies 
are well qualified to advise the universities concerning those levels of 
proficiency which may be regarded as reasonable objectives; recognizing 
at all times, of course, that it is the educators’ responsibility to decide 
how students should be prepared for the attainment of these objectives. 
Similarly, spokesmen implied that the profession has the responsibility 
of keeping good instructors abreast of new methods and techniques. 
This last responsibility was not one of the keynotes of the seminar, but 
it did lead in later sessions to some provocative questions being elicited. 
Should pure research in the universities be encouraged by support from 
the profession as a whole? Should teachers be kept up-to-date on 
latest methods and standards by more pronouncements from Research 
Committees? Or should the profession co-operate in solving this 
problem by facilitating arrangements whereby teachers could take a 
sabbatical year — say every 5 or 7 years? — and go back into practice 
and thus keep themselves up-to-date? All these matters were issues 
which the profession felt warranted discussion and exploration with 
the universities. 


Within the profession itself, moreover, there was another issue of 
paramount importance, clarification of which would benefit the uni- 
versities, the students of the profession, and the profession as a whole. 
The issue concerned the existence of duplication of educational pro- 
grammes in the early years of training for the profession. To illustrate 
this duplication, take the case of our Society. Our students are mainly 
individuals who are already in day-time employment and who are 
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EDITORIAL COMMENT 


seeking immediately usable knowledge to apply on the job. Thus we 
must give particular attention to specialty. But despite such emphasis, 
all training in accountancy, whether for public or industrial practice, 
necessitates learning a basic core of procedures and principles (Intro- 
ductory and Intermediate Accounting) which is common to all. In other 
words, there is an area of instruction in accountancy in which pro- 
ficiency is required of all students regardless of subsequent specializa- 
tion. Insofar, then, as accounting societies prescribe different syllabuses 
to deal with this common area, duplication exists. 


Mr. MacDonald, the joint-chairman of the sessions and, at the time, 
the immediate Past President of the Canadian Institute, stressed in his 
opening address the concern of the Chartered Accountants regarding 
such duplication. He mentioned that because of this concern, their 
Committee on co-operation with other accounting bodies was instructed 
two years ago to consider areas of co-operation with other accounting 
bodies in Canada. In fact, it was in large part due to the initiative of 
this committee that the Seminar at Winnipeg took place. 


Our Society, too, believed that co-operation might lead to improve- 
ments. In his opening comments Prof. Donald Patton, a Past President 
of the Society, present chairman of the Co-ordinating Educational Com- 
mittee, and co-chairman of the Seminar, after discussing the scope and 
objectives of different stages of accounting education, referred to the 
lack of co-ordination in the past. Different organizations have sponsored 
separate courses in the same field, even the same city and within the 
walls of the same university, courses differing somewhat in curricula but 
usually moving forward to practically the same end. In many cases 
definite ineffectiveness has resulted through such multiplication and 
duplication, due often to the scarcity of well-qualified instructors or to 
the lack of number of students in particular groups rendering the sup- 
port of adequate courses difficult. 

On the opening day, after the co-chairmen had outlined the reasons 
touched on above for calling the seminar, a representative from each 
university made a brief statement of the policies of his department and 
of the co-ordination which it enjoyed with the profession. On the 
following morning there was a discussion of the advantages of a common 
curriculum in the early years, and in the afternoon the representatives 
from the universities met in a special committee to consider the impli- 
cations of the morning’s discussions in terms of their respective 
accounting programmes. The report of this committee, which was 
submitted to the seminar as a whole on Wednesday morning, endorsed 
the desire of the profession to co-ordinate educational efforts. More- 
over, in effecting such co-ordination the Committee of University repre- 
sentatives assumed the initiative for their own area of activity by 
agreeing to form an Association of University instructors which would 
meet on an annual basis. At the same time as it exercised this initia- 
tive, the Committee invited the convening bodies to join them at the 
next meeting next June. Thus, in 2 days of honest and intense dis- 
cussion, the basis for more effective co-ordination between Accounting 
Bodies and between such bodies and the universities has been prepared. 
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CHED 
UNDERWOOD SAMAS PUN 
CARD ACCOUNTING ACTUALLY 
LOWERS COSTS WHILE 
SPEEDING UP YOUR OPERATIONS 


















The smaller size of Underwood Samas 21 and 40 column punched cards 
makes them easier to handle. The correspondingly more compact 
Underwood Samas machines and small, low cost cards take up less space. 
And in a matter of hours you can have detailed reports on: accounts 
receivable, accounts payable, inventory control, sales analysis, labour 
distribution, cost accounting, production control, expense distribution, 
billing, statistics and market research. 


Methods ENGINEERED to fit YOUR Needs 


1. Experienced technicians study your present methods. 


2. The economies and other advantages of mechaniza- 
tion are determined. 


3. Cards and forms are worked out. 
4. The right machines are specified. 
5. A complete proposal is submitted. 








You know in advance of installation how an Underwood Samas 
Punched Card System will cut your cost of operations. 


Write or phone for further information. 


SAMAS PUNCHED CARD DIVISION 
Underwood Limited 


354 VICTORIA STREET, TORONTO 141, ONTABIO 
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C. & M. Round-Up... 


By N. R. Barroort, R.I.A. 


University Enrolment 


More and more young people are attending university. 
Here are some interesting figures on the immediate past and pres- 
ent, plus some calculated projections: 


Academic Year 1941-42 1954-55 1964-65 
Core — those born 18-21 years ago .... 1,032,831 913,423 1,228,674 
Number of students ................. 34,942 64,104 122,900 
EE i Srdicheesyts ose nex ogaee a 3.4 7.0 10.0 


It is interesting to note the percentage increase in those attending, 
or able to attend from 1941-54, The influence of the depression years 
is illustrated by the number of students starting in the early 40’s and 
also by the number available (core) in 1954 due to low birth rate in 
the core years (middle thirties). 


Hospitals 

The cost of Canadian hospitals is increasing at a rapid pace and 
has, in fact, tripled since 1946. 

Some details of the nine year period are as follows: 

There are 720 public hospitals now, compared to 519 in 1946. 

227 millions are currently being spent by Canadians on hospitals. 
In 1946, 84.5 millions were spent. 

The hospital share of Mr. and Mrs. Canada’s spending on goods 
and services is 1.6% and was 1.1% in 1946. 

Latest figures show hospitals in the red by 10 millions. 

Cost per bed year is now $3,242. However, the larger the hospital, 
the higher the cost. $2,129 in hospitals of 24 beds and less, and $4,207 
in hospitals of 500 beds and more. 

Average cost of a day’s care $11.46 now and $5.16 in 1946, 

Earnings come 81.5% from patients, 6.3% provincial governments, 
3.6% municipalities. The balance from grants, donations and con- 
tributed services. 

More than 20% of receipts come from patients covered by hospital 
plans, 3.4% come from the Workmen’s Compensation Boards. 

In 1953, 65 millions were spent on new buildings and improve- 
ments. 27.1% came from provincial governments, 21.1% from private 
grants, 20.9% from debentures and loans, 10.5% from municipal govern- 
ments. The Federal Government’s share was 7.6%. 

Hospital costs show that labour accounted for more than half of 
the total. Food, bedding, laundry, and other housekeeping costs made 
up 26%. Medical and surgical supplies 4.1%, drugs, medicines, etc., 
4.3%, and other 7.3%. 
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Steel Facts, 1955 

Ingot production 5 million tons — double that of 1946 and makes 
Canada seventh producer in the world. 

19,000 tons of ore mined each day. 

Recent expansion programmes total 300 million in capital outlay. 

Some 2500 Fabricating plants produce 2 billions worth of iron and 
steel products, employ 175,000 people. 


Cement 


Here are a few figures on that universal building material, cement. 

In 1950, 16.7 million barrels were produced. 

In 1955, 25 million barrels will be produced. 

Capital investment planned for expansion in the near future — 
80 to 100 millions. 

Capital cost per barrel is around $10.00. Return is $2.50 per year 
per barrel or a ratio of 1 to 4 which shows an extremely high fixed cost, 
and the necessity to run cement plants at near capacity. 

In 1950 there were 3 cement companies in Canada. In 1955 there 
are 8. 


Rest and Relaxation for Business Men 

Lack of proper relaxation causes many executive crack-ups. Here 
are a few suggestions by a leading psychiatrist for the out-of-hours 
schedule: 

Limit overtime to one hour per day. 

Leave the brief case in the office at night. 

Stay at home one night per week, while wife goes out with friends. 

Entertain business guests at home at least once a week. 

Spend one evening a week enjoying a hobby. 

Have at least one luncheon a week with non-business friends. 

Take the wife away from the children, one week-end a month. 

Above all, replace lost recreation time. 


Personnel Work 

The increasing importance and influence of personnel men in 
industry is well known to all. It may be interesting to quote here the 
results of a recent survey made in the U.S. and Canada regarding this 
field of work. 

The ratio of staff members in personnel and labour relations per 
100 employees is .87 this year, compared to .65 last year; a jump of 
over one-third. 

The usual title is personnel director, but the work includes both 
“personnel” and “labour relations”. Average age is 43 with 12.3 years 

He is a college graduate. 
of experience in the field, and has been 6.4 years in his present job. 

The ratio of personnel to total employees is highest in banking, 
financial, insurance, and transportation firms. 
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Salaries are higher in larger companies, vice-presidents averaging 
$22,323 per annum compared to personnel directors at $8,734. The 
average overall is $10,530. 

Additional compensation in the form of bonuses, insurance and 
other benefits was received by 62% of the people contacted. The 
average extras amounted to $1,972. 

A tendency toward higher education standards is noted in the 
report. Only 37% of the people surveyed did not have bachelor’s 
degrees; 21.4% have advanced degrees. 





Employers! 


Over 700,000 men and women and their 
families throughout Canada and the United 
States are protected by the Group life and pen- 
sion plans of the SUN LIFE ASSURANCE 
COMPANY OF CANADA. The SUN LIFE 
is among the pioneers of Group insurance, and 
has always maintained a leading position on 
this continent for volume of business, attractive- 
ness of plans, and efficiency of service. 


SUN LIFE ASSURANCE COMPANY 
sewer’: OF CANADA ssn 








PAYNE, PATTON & PUGSLEY 
CHARTERED ACCOUNTANTS 


Gordon S. J. Payne, C.A. Donald R. Patton, C.A. 
Philip T. R. Pugsley, C.A. 


Suite 14, The Linton, 
1509 Sherbrooke St. West Montreal, Que. 











319 








Books in Review... 


FUNDAMENTAL ACCOUNTING PRINCIPLES 


By William W. Pyle. Published by Richard D. Irwin, Inc., Homewood, 
Illinois. pp. 793. 
Reviewed by D. R. Gitmaster, C.A. 


The first year’s study of accounting is the keystone of an arch that, 
when completed, is the gateway to many avenues. As the student ad- 
vances in his studies, he adds more and more weight to the arch and 
unless the keystone is firmly placed, the arch will eventually collapse. 

The author of this book who is Chairman for Lower Division 
Accounting, School of Business Administration, University of Oregon, 
has provided the reader with the tools to fashion this keystone as easily 
as possible by stressing points that cause primary students the most 
trouble, and simplifying explanations by the extensive use of flow-charts 
and illustrations. 

Through 32 chapters the student is introduced to the basic funda- 
mentals of debits and credits and through careful integration is led 
through steadily advancing work which terminates with three chapters 
on cost accounting. The balance sheet and adjusting entries are intro- 
duced early giving the student an early understanding of analyzing 
transactions and determining the adjustments required. Following this, 
working papers are introduced incorporating adjusting entries and 
leading through to completed financial statements. The introduction 
to income and expense accounts is done by’ making all such entries 
through the proprietor’s capital account, then illustrating the use of 
temporary proprietorship accounts and finally leading into the profit 
and loss statement. Considerable use is made of flow-charts to illustrate 
closing entries and other phases of the work that trouble most students. 
The text then follows through a detailed purchasing procedure, a 
section on business papers and a good explanation of subsidiary ledgers 
and the method of making postings from books of original entry to the 
ledgers. The use of a combination journal is illustrated and use is made 
in the books of original entry of the “General Ledger” column in order 
to incorporate all details of an entry in the one book, thus avoiding the 
rather cumbersome use of the general journal, as is often illustrated but 
seldom followed in practice. The sections dealing with negotiable 
instruments, partnerships and corporations have the usual disadvan- 
tage of adhering to American practice which causes some complications 
for the Canadian student. Included in the chapter on negotiable 
instruments is a good illustration of the discounting of notes receivables, 
including coverage of discounting interest-bearing notes. The subject of 
inventories only receives light coverage. The chapter on fixed assets and 
depreciation accounting includes sales and losses of fixed assets, repairs 
and replacements and plant ledger records. Several illustrative entries 
are given in the chapter on prepaid and unearned items and the 
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BOOKS IN REVIEW 


optional methods of accounting for prepaid expenses and unearned in- 
come are covered. The voucher system receives adequate coverage in 
one chapter. The chapter dealing with the legislation concerning pay- 
rolls is of little use in Canada but the section on payroll procedures, 
while dealing with U.S. taxes, has much good information that can be 
applied to Canadian practice without much difficulty, Partnerships 
receive good coverage, four chapters being devoted to the subjects of 
nature and formation, sharing of profits, dissolutions and liquidations. 
Corporations also receive ample coverage in four chapters covering 
organization and operation, stock transactions, surplus transactions and 
long-term liabilities. Included in these chapters are good sections on 
various values of stock, the reasoning behind the creation of and regula- 
tions relating to various stock classes, and alternatives in raising addi- 
tional capital. One chapter is devoted to departmental accounting and 
three chapters on manufacturing accounting including job order and 
process cost systems. These chapters perhaps belong more properly in 
a cost accounting text but do provide useful information. Reciprocal 
accounts, including the factory ledger and branch accounts are covered 
in one chapter, and the analysis and interpretation of financial state- 
ments is covered in the closing chapter. 

At the end of each chapter, there are questions for class discussion 
and supplementary problems. 

The author is to be commended for preparing such a compre- 
hensive study of a particularly important stage of the subject, and the 
student will find this a valuable addition to his library. 


APPLIED GENERAL STATISTICS 


By Frederick E. Croxton and Dudley J. Cowden. Published by Prentice- 

Hall, Inc., New York, 1955. pp. 843, including tables and index. Price 

$6.75 U.S. 

Reviewed by Dr. J. D. BANKIER, 
Professor of Mathematics, 
McMaster University. 

This is the second edition of a book which first appeared in 1939 
and which has had numerous printings since that date. As it is pointed 
out in the preface, the purpose of the book is to describe the more 
commonly used statistical methods and to illustrate their application in 
many fields. The illustrative material has been drawn mainly from the 
fields of economics, sociology and business so that this is not the book 
for a reader interested in quality control or the design of industrial 
experiments. Another book by the same authors which might be of 
interest to the readers of this journal is Practical Business Statistics 
which was reviewed in the Journal of the American Statistical Associa- 
tion in 1949, 

The introduction contains a description of some common statistical 
errors which are often used in advertising to confuse the innocent 
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reader. It is followed by chapters on the collecting of statistical data, 
its presentation in the form of tables and graphs, and its reduction to 
measures of central tendency, dispersion, skewness and kurtosis. Six 
chapters are devoted to the analysis of time series, three to index num- 
ber theory and practice, five to correlation theory, and three to signifi- 
cance tests including a brief introduction to the analysis of variance. 

This is a book which can be recommended to those who are 
interested in a clearly written description of the applications of the 
above statistical methods. 








PERSONALS 


W. J. McCreight, C.A., R.A. F.C.LS., Secretary-Treasurer of 
Robinson Cotton Mills Limited, has also been appointed Secretary- 
Treasurer of Robinson Collo Limited, a newly incorporated associated 
company. 

Miss V. A. Howat, R.I.A., has accepted the position of Cost 
Accountant with Industrial Electronics of Canada Limited, Toronto. 
Miss Howat was formerly with Eastern Steel Products Limited. 


Patrick J. Murphy, R.I.A., formerly Chief Accountant with Stein- 
berg’s Limited, Montreal, has been appointed Assistant Comptroller. 
He is a member of the Provincial Educational Committee. 


Dr. Michael Albery, professor of Finance and Economics at Boston 
College and a frequent contributor to “Cost and Management”, recently 
returned from Spain, where he has been lecturing at the state univer- 
sities. The Spanish Ministry of Commerce and Industry has invited 
Dr. Albery to return and deliver a series of lectures at top-management 
level to engineers in charge of private and state-owned plants. 


John J. Kroll, a member of the Toronto Chapter, has been appointed 
Assistant to the Comptroller of Associated Construction Limited, 
Toronto. Mr. Kroll was formerly associated with Malan Construction 
Company Limited, Toronto. 


Thomas C. Miller, R.I.A., has been appointed General Manager of 
Maclin Motors Limited, Calgary. Mr. Miller is a member of the Calgary 
Chapter. 


Stanley Hindsley, also a member of the Calgary Chapter, has been 
appointed Secretary-Treasurer of Maclin Motors. 
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The Accountant’ s 
Production: Reports .. . 


By Marion H. Simpson, 


Corporate Controller, 
R. G. LeTourneau, Inc., 
Longview, Texas. 


Reports, not records, are the prime production of the accountant, states 
the author. He then proceeds to diagnose some of the ills of financial 
reporting today and suggests a few simple remedies. 


» lee accountant’s production is reports! Unless we adopt this state- 

ment as a fundamental of accounting, we fail in our primary 
responsibility to management, that of reporting properly on the status 
of the business, This is particularly so if we think “The accountant’s 
production is records” and thereby direct the emphasis upon recording 
instead of reporting. 


Recording to Report 

Recording is, of course, a fundamental process of accounting but 
no matter what accounting task we’re engaged in, in some way it is 
related to reporting to management. We may feel that in some cases 
we are doing accounting work merely to record transactions, but if we 
never had to report facts and figures to anyone, there would be no 
necessity to do that particular accounting or bookkeeping. We some- 
times think that the numerous accounting records that are deposited in 
the archives without a second look would not qualify as being necessary 
for reporting. However, if we stop to consider this more fully, we find 
that we must keep certain records for the possibility of making a report 
in a court of law, in an income tax audit, in some dispute with a 
customer, or for other similar reasons. We also find that our retention 
periods by law and by company policy are set up with this view in 
mind, and it is quite common practice to destroy all records after the 
possibility of these uses are past. 

From these basic premises this article will explore the relationship 
of reporting and recording, some of the problems in reporting, and what 
may be done to improve reporting to management. 


Deterioration of the Accounting Art 

If we agree that we’re not accounting to make meticulous records 
to be filed away, but that we’re accounting so we may report on the 
condition of the business, testify correctly in the courts if necessary, 
meet the requirements of the Internal Revenue Act, etc., then we should 
approach accounting from this aspect. In many instances, perhaps 
we do that, but sometimes accounting tends to become a science of 
recording figures rather than an art with the end result of a report in 
mind. Our accounting procedures tend to become so standardized and 
so routine that the records themselves become looked upon as the end 
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rather than the means. We have, no doubt, in our accounting careers 
all had this experience; we become so engrossed in balancing the ledger, 
posting the voucher register, etc., that when the boss needs a special 
report instantly the request is highly resented as an intrusion on a well- 
ordered and well-planned day of accounting for the purpose of record- 
ing. The recording is being done in such a manner that the standard 
Balance Sheet and related statements can be promptly issued at the 
month’s end. However, that special report which is needed at once 
may be much more important than the usual financial statements which 
most accounting departments are able to prepare each month without 
too much disturbance of the regular routine. We won’t take issue with 
the fact that it is necessary that our charts of accounts and many of 
our accounting procedures be set up for prompt reporting to manage- 
ment in the form of the regular monthly or quarterly financial state- 
ments. However, there has been so much emphasis on this, that in 
some cases these procedures have interfered with the prompt com- 
pilation of an emergency report or of daily or weekly reports which 
are often more helpful to management than the periodic monthly or 
quarterly reports. 


Now this is not an attack on the standard financial reports. They 
are as necessary to modern business as the daily newspaper is to the 
modern business man. In these reports standardization is very necessary 
and the more steps that can be taken for standardization, the more 
valuable these reports will become for comparison with past periods, 
with projections, with other companies, and with various statistics 
available on the financial operations of business. The point is that we 
cannot stop with this type of statement and, therefore, our accounting 
systems cannot be designed only for the production of the standard 
statements. 


What Reports Do We Make? 


In our exploration of the problem of reports, let’s review the types 
of reports usually prepared. The reports made by accountants can be 
generally classified into two groups. The first group includes the 
standard financial reports such as annual reports, monthly reports, 
quarterly reports, and other similar standard reports. Most accounting 
departments also prepare a series of related statements each month end 
which may be classified in this first group. These statements are all 
more or less standard throughout the accounting profession and are 
those which you can find described in accounting literature. The second 
group of reports are the so-called special reports which may include 
break-even reports, various forms of cash reports, labour efficiency 
reports, and a great number of similar reports designed for a particular 
business operation. 


As an illustration of this second group (Exhibit I) is a daily labour 
report designed for a particular business and for a particular situation. 


324 











rs 
r, 


al 


ie 


h 
it 


on re ee 


_- sa 


= ws 





THE ACCOUNTANT’S PRODUCTION: REPORTS 


This report was prepared especially for a management need and, there- 
fore, was hand-tailored. This report is not intended as an example of 
information needed in every manufacturing operation (although many 
would find it very valuable) but should be considered as illustrative of 
the situation wherein the accountant cannot grab a book out of his 
library and come up with a ready-made report form. We might say 
that compared to our standard reports it’s a little like buying a tailor- 
made suit rather than a ready-made suit. Of course, the comparison is 
not altogether correct for we realize all of our standard reports origin- 
ally arose from a management need as surely as this particular report 
did. However, this is sometimes forgotten by accountants, with a 
resulting tendency to rely on ready-made report forms for all 
circumstances. 


Exhibit ! 


A B C, INC. 
DAILY LABOUR REPORT — HOURLY MEN ONLY 
FOR MONDAY, JANUARY 10, 1955 


Approximate 

No. of Hours No. of Men 
GT So ods, Sins Bes ow 677 75 
[oS | ce arene Ree ee race goa 39 
NPE RMERT IRE 255. Snes) Sah As lin tes bce ada Dae 279 31 
NS oo Se Sot gr ut acta ao a le 335 37 
I coin 2 nc NEE: ny le OTs ne 451 50 
Stock and Service Parts ............. 354 39 
Miscellaneous Small Jobs ............ 189 ay 
Indirect Labour (Inspectors, Janitors, 

Material, Handling, etc.) ....... 652 73 
Testing and Developing of Equipment . 27 3 
EP TIO er eT ee 112 13 

PR Oe rrer sr ares 3,428 381 


This second group represents the type of report which is one of the 
accountant’s greatest problems. The design of a balance sheet and a 
profit and loss statement is a matter of training, of consulting various 
accounting books and authorities, and of then preparing a statement 
that follows conventional lines with minor adaptions for the particular 
company. The design and production of reports not commonly issued, 
on the other hand, calls for considerable imagination, ingenuity, just 
plain common sense, and hard work. The production of these reports 
presents a constant challenge to the accounting staff. Training a staff 
in the preparation of such reports is one of the hardest tasks an account- 
ing supervisor or executive has. Beginning accountants often are 
thinking in terms of issuing balance sheets, profit and loss statements, 
cost of sales statements, etc., which they have studied. They are, there- 
fore, sometimes apt to look upon these other reports as not very im- 
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portant when actually they often motivate more management action 
than the more formal balance sheet and income statements. 


What's Wrong With Our Reporting? 


Now let’s explore the subject of what’s wrong with our reporting. 
We all know that the modern accountant is doing a good job but we 
also all realize that improvement can be made and the best way to 
make improvement is to find the areas in which it’s needed. Following, 
therefore, is a review of several reasons why some of our reporting is 
not as good as it should be. 


1. Our reporting is not always timely. 


This condition sometimes results from unavoidable pressure of 
work but oftentimes results from a misunderstanding as to what is 
wanted. In other words, whenever we have a request for a special 
report, we must in all cases find out what the information is going to be 
used for before spending much time on the project, then get the 
answer. It’s not always necessary that it be a hundred per cent correct 
answer, but it must be an adequate figure. In many cases an adequate 
figure is an approximation which can be arrived at in a short time by 
intelligent analysis of the problem. 


2. There is often not a “meeting of the minds” about reports. 


We accountants must, therefore, be very certain that we know what 
management is asking for when we are called upon to develop a certain 
figure or set of figures. We have all heard this lament, “Well, if they'd 
just tell us what they wanted, we could get it.” Actually, management 
is highly intelligent and is usually able to tell us what figures they need 
and often it is the accountant’s fault for not being able to interpret 
management’s requests correctly. It’s a little like what you might run 
into if you went into a drugstore and asked for that pill in the red-and- 
white package because at the last drugstore you were in, a certain drug 
was so packaged. In this second drugstore you might get something 
altogether different unless the druggist asks you to explain definitely 
just what type of drug you want. The same thing can happen when 
some member of management outside of accounting asks for a special 
report. Let’s take for example a report on the week’s cash expense. 
Stop and think a moment what various answers might be given manage- 
ment. The accountant may tabulate the total dollars for cheques 
written during the week, and in that case it would depend entirely on 
how many work days were in the week and how many clerks were 
available to write cheques. If a clerk was ill for one day and cheques 
were not prepared on schedule it might affect the answer. Usually, this 
would not be what management had in mind, although if weekly reports 
on the total cash expenses by cheques written were prepared each week, 
this method might suffice. Another interpretation might be a total of 
all invoices vouchered. A third answer might be, particularly in some 
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companies, the amount of funds transferred from depository funds to 
operating funds. In some instances you might include transfers from 
one plant to another if the bookkeeper or accountant merely added up 
the total dollars on cheques written. Cash expenses could also mean all 
expenses contracted which would take cash some time or other. From 
this example, we must agree that it’s very definitely the accountant’s 
duty to determine just what the other members of the management 
team mean by cash expenses before preparing an imposing report only 
to find out that the figure isn’t what was wanted. The result would be 
even sadder if management made an important decision before finding 
out that they didn’t have the figure they thought they had. 


3. The accountant is sometimes weak in terminology. 

Perhaps the best way to explain what I mean is to illustrate. Let’s 
take for example, what would happen if you were to ask a truck driver 
at work what he was doing. He might reply “I’m driving this truck” 
or “I’m delivering these goods.” He would probably not say “I am 
expending gasoline and oil and depreciating this truck,” though such 
an answer would be accurate from the accounting standpoint. He could 
also say “I am employed by the ABC Company which is engaged in the 
transportation of goods as an important link in our distribution system.” 
He could, of course, give us a number of other answers, one of which 
might be that he was earning wages to provide his family with food, 
clothing, and shelter. Obviously, all these answers while technically 
accurate would not be equally appropriate, useful, or adequate because 
the right answer would depend on the reason for the question and not 
on the interpretation of the question by the truck driver. Applying 
this to accounting reporting we can easily see why the accountant’s 
answer sometimes misses the mark rather widely. In other words a 
report might be strictly accurate and yet for the purpose in mind be 
quite inadequate. For instance, I could make the statement that a 
balance sheet includes the cash on hand and the accounts payable. 
That would be an accurate definition but it would be far from adequate. 
We could also describe an automobile as something that has an engine. 
Again it would be an accurate statement but certainly not adequate. 
Our accounting reports may often be the same way. They are entirely 
accurate as far as the accountant sees it but very inadequate for top 
management use. The only remedy I see for this is that when you make 
a report you must put yourself in the place of the man who is to receive 
it and try to visualize just what he’s expecting and why he’s going to 
use the report. To automatically reproduce the results of the account- 
ing records into a nicely typewritten report is not enough. 

4, Statistics are sometimes used improperly and, therefore, mislead 
management. 

It shouldn’t be necessary to dwell on this because we are all well 
aware of how misleading percentages can be. Perhaps we can realize 
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this more if we think about the story of the statistician who couldn't 
swim and drowned trying to wade a river with an average depth of three 
feet. If we are not careful some of our reports can produce percentages 
and statistics which almost approach this from the standpoint of 
ridiculousness. 


5. Accountants are often reluctant to use words to explain an accounting 
report. 

In this respect it may take both written and verbal words. Many 
accountants often “hand carry”, that is, take a report which seems too 
hard to describe merely by figures or footnotes directly to the executive, 
and sit down and go over it with him. This practice avoids many mis- 
understandings and should be a part of every accountant’s “bag of 
tricks”. 


6. Distribution can be faulty. 

We sometimes fall down on the distribution of our accounting 
reports and, surprising as it may seem, the trouble can easily be too 
much distribution as well as not enough. Time spent reading a report 
on which the particular supervisor or manager cannot take action if 
needed, can usually be considered wasted. However, care must also be 
exercised to prevent withholding information from anyone to whom it 
can be genuinely helpful. 


7. Accountants are sometimes unwilling to put enough effort into a 
report. 

The accountant must always be willing to put in extra time and 
effort when emergency demands are made. A request from top manage- 
ment usually means that a management decision is to be made and that 
the accountant’s facts and figures are going to be used as a basis for the 
decision. Most of us can cite many instances from our own experience 
relating to emergency requests and here is one I'll always remember. 
We had a fairly new employee in our Cost Accounting Department. 
Some information was needed hurriedly regarding a special contract. 
The assignment was made in the afternoon and the accountant did the 
best he could, but when the office closed at five that evening, the report 
was far from complete. We found out afterwards what had happened. 
This man didn’t ask for overtime authorization (he was subject to it at 
the time) but gathered his working papers, took them home, spread 
them out on the kitchen table and by two next morning, with the help 
of several cups of coffee, he had the answer which he thought could be 
delivered to his boss with confidence. He brought the report to his 
supervisor early that morning and later in the day was called into a 
meeting with several members of top management, including two vice- 
presidents, to discuss whether they should terminate a particular con- 
tract or attempt to complete it. The figures were accepted after ex- 
planations of them and were very definitely the basis for the final 
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decision which involved a substantial sum of money. Later we deter- 
mined how much overtime he had put in and he was paid for it. How- 
ever, he expressed the thought that his payment was not so much the 
overtime pay as it was the satisfaction of knowing that he had faith in 
the figures he presented. (His later progress with the company was 
possibly due partially to this instance). This illustration doesn’t mean 
that accountants always have to burn the midnight oil, but certainly 
when emergency hits, the accountant cannot stop at quitting time and 
bring figures to management the next day which represent only what he 
could accomplish during regular working hours. Accountants, like other 
professionals and craftsmen, must take pride in their work and, as in 
the above instance, long hours are sometimes the price they pay for 
work in which they’ll take pride. 

Perhaps at this point a word of caution is in order. We can be too 
fast in putting out reports. The accountant must have the courage and 
strength to make management accept the fact that a certain length of 
time is needed to prepare figures, as surely as it is needed to manu- 
facture the company product. The accountant can’t do the impossible 
by issuing in an hour figures which require at least ten hours of 
preparation and study. We should admit our time limitations rather 
than give figures which might cost the company money. After all we, 
as accountants, aren’t dealing with play money. We sometimes forget 
that the figures we deal with are real dollars which eventually find their 
way into the paycheques of everybody concerned in our company. 
Therefore, any loss occasioned from incorrect figures is in real dollars, 
not just in accounting. We remember that in school if we didn’t quite 
get the answer right on an accounting problem we got the grade of 80 
instead of 90, or if the figures were bad enough we didn’t even pass. 
Out in the business world they don’t give you a grade. They can’t just 
flunk you and then forgive and forget. When you make mistakes in 
business someone has to pay. You may pay in some lack of progress; 
your company may pay in lack of profits; that worker out in the plant 
might pay in being laid off. So don’t attempt to get something for 
nothing in the preparation of accounting reports. The point is that 
some reports can be prepared in fifteen minutes, some reports take five 
hours. When the boss wants the fifteen minute report you better do it 
in that time, but when he wants the five hour report you shouldn’t try 
to do it in fifteen minutes or you can expect trouble. 


8. Accounting reports often include too many accounting expediencies. 


One of the accounting department’s functions is, of course, to reflect 
the operations of the business in the accounting records. Information, 
therefore, takes on the shape of accounting information and reflects 
many accounting expediencies such as standard cost, 13-period years, 
fiscal years, cut-offs other than at the end of the calendar month, ete. 
This is all well and good and is necessary for proper and efficient opera- 
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tion of the accounting department and to record with the least amount 
of difficulty the operations of the business. However, the accountants 
should ask what type of report we are going to issue to management. 
Are we going to issue a report of the accounting records interpretation 
of the plant operations or are we going to issue a report of plant opera- 
tions? Too often the accounting expediencies creep into the reports to 
management to such an extent that the unusual (or the usual) happen- 
ings in the plant, such as paid holidays, work stoppages, breakdown of 
equipment, etc., are not reflected in the accounting records because 
reserves or accruals have been provided and so the income is nicely 
evened out to maintain a steady rate of profit month by month. Accruals 
and reserves are necessary but it is also necessary that the reports to 
management be so realistic that if there is an unusual happening in the 
month it will be reflected in the statements in some manner. 

To pursue this further you can no doubt look back on your own 
experience and find that in many cases you had to explain a certain 
figure in the financial statements by saying, “Well, that’s because we set 
up an estimate the previous month and are reversing it this month. The 
account shows $5,000 while we actually expended this month a little 
over $10,000.” 

Another aspect of this is to examine closely why an accounting 
department has been necessary. We will find that accounting had its 
inception primarily because management needed some reports on the 
operations and that business operations weren’t created so the account- 
ing departments would have something to record. This is not a startling 
statement because a common sense approach makes it self-evident that 
business operations are carried on to produce something and that some- 
thing is not an accounting record. However, accounting sometimes 
becomes such a mere matter of figures, you wonder if the business isn’t 
operating simply to produce a lot of records from which a lot of reports 
can be prepared. 


9. There is not enough projection accounting. 

We have become so engrossed in our standard reports and in being 
historians that we forget reports which project into the future can be a 
lot more valuable to management than the reports which merely record 
history. We must keep in mind that actually management often uses 
our historical reports to make projections of their own and, therefore, 
the accountant can be of immeasurable help in going a step further and 
preparing projection statements based upon the accountant’s opinion 
and the experience and figures he has at his fingertips. In other words, 
projections are going to be made, so why not let the accountant help 
make them. 


How to Improve Reporting 
As we have set out a number of points of weakness in reporting 
and mentioned some avenues of correction, let’s spend some more time 
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on ways to improve our reports. There are a number of fundamental 
approaches which are as follows: 

]. By accounting for reporting. We must set up our records so that 
daily, weekly, and similar reports are available for management upon 
very short notice, instead of planning only for the more formal financial 
reports such as the balance sheet. 

2, By putting reporting first. In other words, our reports must be 
timely. If a report is needed today it must, if at all possible, be put 
out today rather than a week from today. 

3, We must at all times use the most correct terminology possible and 
not overlook that what is correct terminology to accountants is not 
always adequate terminology to other executives. 

4, We must not be afraid to use both written and verbal explanations 
whenever necessary. 

5. We must issue projection statements. In other words we must “stick 
out our necks”. 

6. Let’s imagine that we own the business and prepare each report from 
that standpoint. 

7. Don’t mislead management. Study carefully each report issued and 
eliminate as far as possible conflicting and confusing figures. 

8, Eliminate accounting expediencies from reports where we can. 

9. Strive for brevity. This is a rather simple statement but don’t forget 
it takes a lot of effort to reduce a report that originally started out as 
three or four pages to one page. However, we'll find that management 
desires this whenever possible. 

Now, by way of closing, and to emphasize the thought that we must 
always strive for improvement in reporting I’m quoting the opening 
paragraph of Session 1 from the N.A.C.A. Study Group outline “Internal 
Reports”: 

“No matter what the accountant’s technical skill, his value to 

his company will be measured by the usefulness of his finished 

product — his reports.” 
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A Unitized Cost, Billing and Property 
Control System for Special Tooling ... 


By Rosert W. Corson, 
Assistant Comptroller, 
Saco-Lowell Shops, 
Biddeford, Maine. 


In this article the author tells how careful control of all facets of a 
special tooling operation can result in a profitable end-product. Using 
a government contract as an example, he outlines a workable unitized 
system of costing, billing and recording. 


N MANY industries “Special Tooling” represents a high pro- 

portion of manufacturing cost. Several methods of accounting 
treatment are generally accepted, both for operating and for tax 
purposes. In every case, however, where “Special Tooling” is an issue, 
careful detailed control is vitally necessary if intelligently-priced bids 
are to be made, if operating results are to be properly interpreted, and 
if proper control of property is to be maintained. 


The Problem of Special Tooling 

Definitions of the term “Special Tooling” are diversified. For 
purposes of this paper, however, the term may be defined to include 
those tools of a durable nature, such as jigs, dies, fixtures, patterns, 
molds, etc., the usefulness of which is confined to a single contract or 
product, together with gauges, comparator charts, and other inspection 
equipment of similar characteristics with respect to applicability to 
product. Thus the term relates itself to what is special to an individual 
manufacturer or to individual segments of a single manufacturer's 
business. Obviously, what may be special to one business may well be 
standard to another. The essential distinguishing feature is that the 
cost of any item of “Special Tooling” must be spread over a finite 
number of pieces of end-product. That number may either be known 
in advance from the terms of a specific contract or invitation to bid or 
may be estimated from sales forecasts or other informed background 
data. In either case, unless the volume of pieces is to be very large in 
relation to the amount of tooling required, a careful job of proration 
must be accomplished if an adequate job of product costing is to 
result. 

In recognition of these characteristics a large proportion of contract 
work is let on the basis of an end-product price per piece which 
excludes any element of “Special Tooling” and an entirely separate lot 
price or series of item prices which cover such tooling required for the 
pieces to be produced. The second price may or may not convey title 
to and possession of the tooling, depending on the intent and business 
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Particular Applicability to Government Defense Contracts 

By far the largest single volume of work in which such arrange- 
ments are commonplace is the supplying of the special-purpose require- 
ments of the Government Defense programme. It would be idle here to 
discuss the pros and cons of the Government’s apparent need for so 
many items which are just enough off commercial standards to require 
“Special Tooling” for the Government’s needs alone. It is sufficient to 
note that the situation does exist and that an important feature of 
much Government procurement is “Special Tooling”. The thinking 
which has developed in recent years in connection with Industrial 
Mobilization Planning has placed increasing emphasis on the concept 
of the packaged production line laid away in storage ready for quick 
conversion of civilian industries to war production. Many contracts for 
defense material, therefore, contain provisions providing either for the 
separate sale and delivery to the Government of “Special Tooling”, 
under a variety of compensation plans, or for the delivery to the 
Government of title and possession of any such tooling procured by a 
contractor even where no separate pricing agreements are included in 
the contract and the contractor’s reimbursement has come through the 
overhead recovered in his selling price for end-product. In fact, the 
packaged production line concept has influenced Defense procurement 
toward acquisition of “Special Tooling” often several times more than 
adequate for the actual directly associated end-product procurement. 

Similar provisions in commercial contracts have, of course, been a 
common feature of procurements of items to buyers’ special private 
specifications for many years. In their production for the general 
market, too, many manufacturers face their own problems of the same 
nature with respect to “Special Tooling” in connection with the intro- 
duction of new items or engineering changes and improvements to items 
in their regular lines. 

Requirements for control, costing, pricing, and accountability for 
the physical existence of “Special Tooling” are most rigid with respect 
to such items either furnished to a contractor by the Government or 
which will, by the operation of appropriate contractual arrangements, 
later become the property of the Government upon completion or 
termination of a contract for end-products. These requirements are set 
forth in a number of standard contract articles and in several 
regulations. Any system built around these requirements for cost 
collection and property control cannot fail to satisfy the most exacting 
of commercial needs. 


Specific Control Objectives 

Almost all areas of the business unit must participate on a closely 
cooperative basis if effective control at reasonable cost is to be attained. 
Adequate. provision must be made for three major objectives, each 
including several separate functions: 
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1. Planning and Authorization 
(a) Preparation of a budgetary control. 
(b) Determination of detailed requirements. 
(c) Authorization for expenditures. 


2. Procurement and Billing 
(a) Placing and control of Purchase or Production Orders. 
(b) Receiving and inspection of finished tooling items. 
(c) Pricing and invoicing. 


3. Preservation and Maintenance of Adequate Records 


(a) Cross-reference to source documents for cost audit. 

(b) Item records for physical accountability. 

(c) Adjustment for loss, breakage, or other exhaustion of useful 
life. 


(d) Relief from accountability at termination of usage. 


The Unitized Approach 

Each of these functions requires the presence and active assistance 
of the old demon “Paperwork”, much of it detailed and much of it 
requiring seemingly endless copies, especially in situations where the 
various auditing agencies of the Government are involved. Adequate 
tooling is generally the most important key, given reasonable facilities 
and a well-trained and organized working force, to the length of un- 
productive time between contract signature and the beginning of 
productive effort and to the degree to which any manufacturing job can 
be efficiently performed once it has been begun. Thus, to the ever- 
present incentive to cut out paperwork routines for the reduction of 
clerical cost, is added a pressing further need to simplify the initial 
stages of tooling-up both to reduce the length of non-productive periods 
and to control the delicate balance between economical tooling outlays 
and the most efficient operating cycles. 

A unitized approach to this problem is nothing new — it is merely 
one further extension of the principle that every paper which can be 
made to serve more than one purpose contributes to overall efficiency to 
an extent which is more than directly proportional to the number of 
purposes which that one paper serves. Elimination of repetitious 
copying, insurance of full facts at all stages, elimination of errors in 
transcription, reduction of filing time and equipment have all been 
with us since the invention of carbon paper. The additional flexibility 
contributed by the use of punched card techniques is only an intensi- 
fication of these advantages. The liberal use of mechanical and elec- 
tronic punched card procedures in the unitized system here presented 
contributes enormously to the success of the system, although it is by 
no means essential. Manual posting and extension combined with such 
printing and reproduction techniques as hectograph, multigraph, or 
blueline processes will produce essentially similar results both from the 
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standpoint of cost reduction and availability of complete control data. 
Punched card equipment and processes are liberally mentioned in this 
paper because they were pre-existent in the organization in which the 
system is now functioning. 


Contract Pricing Provisions 

The operating system upon which this paper is based was de- 
veloped specifically in connection with the “Special Tooling” phases of 
several weapons contracts with the Government, each with differing 
details as to tooling requirements. Some of the contracts provided for 
direct reimbursement of costs incurred, item by item, for “Special 
Tooling”, the whole subject to a predetermined ceiling; others pro- 
vided for a fixed lot price for “Special Tooling”, each item, however, 
to be billed at its own unit price, subject to review by an appropriate 
Government Contracting Officer as to reasonability of each such item 
price; while still others provided that all necessary “Special Tooling” 
be delivered to the Government upon completion of contract require- 
ments, even though the cost was to be recovered only through overhead 
proration to the unit piece prices rather than: as a separate element. 
In each case the total value of the tooling was so important in relation 
to the other costs of production as to far outweigh the profit dollars 
anticipated on each contract. In several of the cases tools were supplied 
for review and modification or rehabilitation in accordance with engi- 
neering changes which had developed in both design of end-product and 
manufacturing processes during the period between their last use and 
the letting of the new contract. In some cases the Contracting Officer’s 
pre-approval of acquisitions was required before action could be taken. 
In the cost reimbursement contracts every item of expenditure was 
subject to minute scrutiny by the audit agencies of the Government, 
while all were, of course, subject to the cost and profit review of both 
the General Accounting Office and the Renegotiation Board. 


Planning and Authorization 


Because of the varied nature of these contractual provisions, indi- 
vidual ground rules for each contract must be set by the Comptroller’s 
Office. This establishes whether all of the steps must be followed in 
complete detail for each item in any one contract procurement or, if 
not, which ones may be eliminated or modified to fit the specific char- 
acteristics of the job at hand. At this point a block of individual project 
or work order numbers is set aside for control purposes and a simple 
statement of the steps to be followed with respect to that block is 
issued. Into the block of numbers assigned to each job, numeric codes 
are built to assist in recognition of the steps to be followed with respect 
to the processing of charges against them. 

Next, the block of numbers assigned is tied into a budget for the 
work. The broad outlines of this, at least, will have been developed 
during the preparation of quotations or bids and be embodied in the 
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prices or cost ceilings agreed upon between the parties. Many times, 
however, business considerations may have dictated a substantial de- 
parture in classification in the final pricing arrangements from the 
details of the original cost estimates or the time allowed for bidding 
may have made a detailed advance estimating job a practical impossi- 
bility. In either case, it is now essential that the overall allowance for 
“Special Tooling” be broken down into manageable units and that 
budget control unit goals closely tied into procurement responsibility 
be set up. Each such unit is assigned its portion of the funds budgeted 
and its own group of project numbers for identification and control 
purposes. Summary points for the various levels of management are 
determined and the plan released for operating action. The budgets 
themselves are then stored in punched card form for reporting purposes 
while each person responsible for a portion of the job receives a state- 
ment of his cost objectives. 


As the Engineering staff determines upon its requirements in detail 
a Master Authorization Card is prepared for each phase of the work on 
each item for which data may later be required either for control, 
billing, or physical accountability purposes. Identifying description, 
tool or gauge number, work phase, project order number and quantity 
required are recorded and carefully checked at this point. Since this 
Master Authorization Card is the keystone of the entire system, careful 
preparation is essential. Any error in this document will necessarily 
repeat itself throughout the records and accounts. Mechanical repro- 
duction of source data is potentially a most worthwhile time and cost 
saver, but it does carry with it the penalty of reproducing multifold any 
errors in basic source documents. 


Accompanied by blueprints, where available, sketches and other 
engineering data needed to inform the approving authority of the facts 
upon which rational decision may be based, the Master Authorization 
Card is forwarded to the Supervisor or Manager with authority to order 
commitments of the Company’s funds in order to obtain his signature 
on the source document itself. In those cases where the Contracting 
Officer’s pre-approval is necessary, this is also secured at this point and 
registered on the Master Authorization Card itself. 

The card is now ready for key-punching and verification. 


A master control listing is next prepared. Where the Contracting 
Officer’s pre-approval has been involved this takes the form of the 
“Contracting Officer’s Request and Approval”, copies of which are re- 
quired during audit as evidence that the contractual terms have been 
carried out in this respect. This document is most conveniently run 
directly by the accounting machine onto a multigraph or hectograph 
master or onto a form suitable for blueline or photostatic reproduction 
since the Government’s appetite for multiple copies appears to be in- 
satiable. Where such pre-approvals are not required, this listing be- 
comes an internal check list for reference purposes. 
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CONTROL SYSTEM FOR SPECIAL TOOLING 


At the same time, additional copies of the Master Authorization 
Card are reproduced, each to serve a specific purpose and, therefore, 
providing for appropriate additional source data to be entered depend- 
ing upon that end use. One copy is retained by the punched card 
accounting section as a permanent master card from which future 
accounting distributions will be prepared and to serve as the basic card 
for future reproductions and printings as the routine to be followed 
may require. 

The original Master Authorization Card returns to the Property 
Section of the Accounting Department where it is retained as the basic 
auditable record of acquisition authorizations. 


Procurement and Billing 


Two cards are prepared for purchase or manufacturing control 
purposes. These are returned to Engineering where the determination 
is made as to whether the item is to be purchased from outside sources 
or to be manufactured within the organization. That decision having 
been made, both cards are forwarded to the department which is to 
take action, either Purchasing or Production, as the case may be. Here 
one card acts as a Purchase Order Requisition or a Production Order, 
while on the duplicate is entered the Purchase Order number or Pro- 
duction Job Order number and the amount of the commitment made. 
Where this amount is a fixed price, that price is entered; where it is 
not, an estimate based upon the best available information is used. This 
commitment card is retained in file for the purpose of preparing status 
reports which measure the progress of order placing against the budget 
objectives. Purchase Order Commitment Cards are filed in the 
Accounts Payable Section and the file kept purged as payments are 
made and the commitments turned into actual expenditures. Manu- 
facturing Order Commitment Cards are mechanically purged at regular 
intervals by the subtraction of actual Job Order expenditures as they 
occur. Because of the difficulty involved in estimating such internal 
costs accurately, an audit run of the open internal commitments showing 
the original estimates, accumulated charges, and remaining unexpended 
estimated balances is regularly prepared and reviewed with the manu- 
facturing staff. This review usually results in the changing of open 
estimates and serves a very real purpose in forcing a well-thought-out 
examination of the manufacturing progress actually being made. 

The final card duplicated from the Master Authorization Card is 
the Property and Receipts Card which is routed to the Receiving and 
Inspection area. This card is pulled from file upon receipt of the item 
which is authorized and appropriate receiving data entered. In the case 
of tooling to be billed to the Government directly, the card itself is 
signed by authorized Government personnel at a time and in a place 
convenient to actual operations, thus cutting down on the inactive time 
or interruption of production line work which appears to be inevitable 
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when a number of persons must review and approve each item of 
tooling. Return of the signed Property and Receipts Card to the Ac. 
counting Department completes the cycle. The matter of back-ordering 
for partial receipts presents some problems. The routine is much more 
simply maintained if the Property and Receipts Card is kept at Receiv- 
ing Inspection and posted for successive receipts, each with its appro- 
priate signatures. This does, however, have the effect of delaying final 
billing and may thus be a luxury which many companies must deny 
themselves. In such cases, a back-order card may be made out by hand 
and key-punched later to take its place in the routine. 

Meanwhile, all charges as incurred are made to the project num- 
bers. A single clearing account associated with all project numbers as a 
group is a useful device from the accountant’s point of view as it 
provides convenient book control for later redistribution entries. It is 
by no means essential, however, since the end-resting-place accounts in 
inventory, deferred charges, capital accounts, or overhead may be used 
directly, provided that there is also association of the charges with the 
project order number. At the close of each accounting period all 
charges by project order number are brought together from the various 
sources, overhead is applied to labour and sometimes to other elements 
in accordance with normal company practice or as modified by the 
particular contractual terms of reference involved in the job at hand. 
Distribution to asset or expense accounts is then made by collating 
charges with the master file originally duplicated from the Master 
Authorization Cards. 


Where direct billing is involved, the Property and Receipts Cards 
are forwarded to the punched card accounting section which collates 
them with accumulated expenditure cards and prepares billing cards 
which incorporate the total costs. If the item is directly reimbursable 
at cost, both invoice and associated Government Material Inspection 
and Receiving Reports can be prepared without necessity for further 
handling. The same is true if a constant percentage loading is to be 
added to arrive at a selling price. Where judgment must be applied, 
however, the Property and Receipts Cards containing the accumulated 
cost data must be interpreted or listed and forwarded to the authority 
which is to make the final decision on price. In such cases, the price is 
entered and key-punched manually. In every case, however, all ex- 
tensions, footings and distributions are accomplished through the use 
of the electronic calculator. Billings are made by printing directly from 
the accounting machine onto a medium well suited for large scale repro- 
duction because of the large number of copies usually required. Con- 
currently with the billing, distributions of both Sales and Cost of Sales 
for each item are prepared. 
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CONTROL SYSTEM FOR SPECIAL TOOLING 
Preservation and Maintenance of Records 


After use as billing media, the Property and Receipts Cards bear- 
ing the Government inspector’s signature are returned to the Property 
Section of the Accounting Department, there to be filed with the 
original Master Authorization Cards. This file now contains all per- 
tinent information with respect to every phase of procurement and 
billing of each tool or gauge. It also contains necessary original 
signatures, both from within the organization and of Government per- 
sonnel. Such a file not only completely fulfills Government require- 
ments for an Item Property Control file but is well suited to easy 
reference and statistic analysis. 

Periodically budget progress reports are issued which show com- 
paratively the budget, open commitments, actual expenditures, cost of 
sales, and sales amount for each individual item involved, with appro- 
priate summaries at the various levels of administrative and executive 
responsibility. “Exhibit A” shows a pro-forma of such a report. Study 
of these reports stimulates executive action and pinpoints the progress 
of all areas concerned. To be sure, each individual department must 
keep some local follow-up records as may be most appropriate to control 
its day-to-day activity since, as always, accounting reports are not in- 
stantly available. Prompt overall executive action is, however, the 
normal result of deviations from master plan as revealed by the 
cumulative budget progress reports. 

The final chapters of the story of each card are written when a 
tool or gauge is scrapped or turned over to its owner. At such times, 
the Property and Receipts Cards are again withdrawn and used to 
prepare any necessary lists covering the survey and for the preparation 
of documents to relieve the contractor of his liability. At the time the 
tools are finally shipped to their destination, the cards once more serve 
to prepare shipping documents and packing lists. 


Conclusion 
The unitized system as here set forth does not, of itself, insure 
adequate control, nor does it operate entirely without benefit of audit. 
In fact, a note of caution must be sounded lest its very simplicity be 
deceiving. Careful attention must be given to every detail of its opera- 
tion and numerous audits in some detail must be prescribed and faith- 
fully carried out. Comparatively simple errors in the preparation of 
basic entries to the Master Authorization Card, the Commitment Card, 
or the Property and Receipts Card are cumulative in their effect. 
Changes of policy with respect to accounting techniques are difficult to 
make and any adjustment of project sequences, end-resting-place 
accounts, or mark-up percentages requires a very careful consideration 
of the ultimate and detailed effects before it can be introduced success- 
fully into the records. Any mutilation of a signed source document 
(Concluded on Page 342) 
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Exhibit “B” 
FLOW CHART OF UNITIZED “SPECIAL TOOLING” CONTROL 
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COST AND MANAGEMENT 


destroys the basic advantage of insuring positive reproduction of the 
items to which the signature applies. 

But, given careful input and adequate audit attention, a unitized 
system vastly simplifies and reduces the cost of administering “Special 
Tooling” programmes, especially where a number of different pricing 
arrangements are involved in the same plant or on the same set of 
general books. 
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Seven years practical experience in costing and cost analysis and 
in all phases of general accounting. Single. Willing to relocate. 
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The Balance Sheet 
From a Banker’s Viewpoint .. . 


By A. E. F. DAuPHINEE, 
Manager, Royal Bank of Canada, 
North Sydney, N.S. 


In this article, a banker explains what he looks for in a balance sheet when 

considering an application for a loan. He analyzes those factors which are 

the basis for his appraisal of the ability of the applicant to repay. 
ng getting down to the meat of our discussion I should like to 

speak about the granting of loans in general. To make loans at 
interest—and have them repaid—is still the major function of the com- 
mercial banks, as it has been since the inception of the banking system. 
The fundamental requirements of a safe loan are still those famous 
old three “C’s”: Character, Capacity and Capital. Loans, however, must 
at all times be made with reasonable certainty that they will be repaid. 
Banks do not institute loans; the initiative must come from the borrower. 
While bankers are subject to error, like all other humans, it is seldom 
that a worthy and deserving applicant for a loan fails to obtain considera- 
tion. Unfortunately, a borrower’s ideas sometimes differ from those of 
his banker but this does not happen as often as you may be led to believe. 
If credit is refused, a reason for refusal will always be found. No bank 


will ever let a good loan go begging. 


Considering the Loan 

Every application for credit is considered on its merits. The most 
important question a Bank Manager asks is this: “Can and will the appli- 
cant repay this amount in accordance with the terms of the loan?” 
Character is of the utmost importance in deciding. Then we must con- 
sider the borrower’s management ability. A man may be absolutely 
honest and have the best of intentions but if he is unable to manage 
a business capably, he is usually a poor risk. 

Every branch Manager has limited authority to make loans without 
reference to anyone. The limit, determined by the needs of his district, 
may be $10,000 or higher in some places. So long as he justifies his 
judgment, he meets no interference whatever. Above the maximum, the 
Manager must refer the application to his District Supervisor. These 
Supervisors are men of long, practical experience, who know the cus- 
tomers within their district thoroughly. They also have a discretionary 
limit which is substantial. Approximately 90% of the loans made in 
Canada are approved by the men in the field without reference to higher 
authority. Managers and Supervisors try to be helpful to their clients. 
Many cases are on record of applicants for credit who expressed their 
thanks for having been refused a loan. Events had convinced them of 
the soundness of the Manager’s judgment. 


*An address presented to the Cape Breton Chapter in March, 1955. 
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Previously, I mentioned the three “C’s”; Character, Capacity and 
Capital, to which is sometimes added a fourth, Collateral. The first 
two may be considered together. They are the prime factors. Though 
lack of capital naturally handicaps a business, no banker will be too 
anxious to accept capital, or even collateral, as a substitute for what is 
sometimes known as the old-fashioned virtue of good character. Grant- 
ing good character, the quality which a bank requires above all in a 
borrower is management ability. With good management a business can 
achieve great success. On the other hand, a prosperous concern can be 
quickly ruined by a change from good to poor management. 


The Balance Sheet 


Now let us look at a balance sheet. The first item on our balance 
sheet is inventory. This is usually the most important asset but the most 
difficult to appraise. While in stock, goods are not only non-productive 
but are a source of expense, entailing loss in interest, storage, insurance, 
etc. Good management, therefore, should see to it that inventory is kept 
at the lowest levels. By tactful questioning and by observation, the 
banker must try to ascertain if the valuations are reasonable. He will 
want to know whether sufficient allowance has been made for stock that 
is out-of-date. Has it been priced at cost or market? If it is a manu- 
facturing concern, how much represents raw materials and how much 
the finished product? Inventory must be balanced: e.g., parts used in the 
ratio of 3-l-unfinished products should reflect roughly this same relation- 
ship and not, say 10 or 15 to 1. The total value must be considered in 
relation to sales so that it may be determined how closely stocks are in 
line with actual needs. 

In valuing inventory the owner should guard against pricing too low 
as well as too high. If he prices too high, he will be paying taxes on 
profits he may never realize. Conversely, if he prices too low, he may 
find himself in trouble with the income tax authorities. He also exposes 
himself to serious loss in the event of destruction of inventory by fire. 


Now we come to receivables. Receivables, if they are good, are a 
better asset than stock. In order to obtain a clear picture we must know 
whether the year-end of the business is a very quiet time in its normal 
operations when accounts should be at their lowest ebb, or if it follows 
an active selling period when accounts are likely to be at their highest 
point. This will have to be taken into consideration when determining 
if the ratio of receivables to sales is reasonable. Many bankers prefer 
to examine the ledgers themselves and to discuss the accounts with the 
management. You will understand that this is not always practicable. 
I must say that I like to do it if at all possible. It is useful both to the 
banker and the management. We can ascertain whether or not too much 
credit is being extended to any one client and whether or not the re- 
ceivable actually represents goods sold. Debts due by partners or officers 
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THE BALANCE SHEET FROM A BANKER’S VIEWPOINT 


must also be inquired into closely. These may not be current assets at 
all. In the event of forced liquidation, they are usually difficult to collect 
and must, therefore, be largely disregarded in estimating the total 
realizable resources of the business. 


With the item cash we are only briefly concerned in order to estab- 
lish that it is reasonable in relation to the needs of the business. 


Investments—Only listed stocks and bonds and unlisted securities 
of well-known concerns should be included under current assets. Invest- 
ments in subsidiaries are usually not considered to be of a liquid nature. 
In any event an up-to-date statement would be required to determine 
if valuations shown are reasonable. 


From a banker’s point of view prepaid expenses are not listed with 
current assets for obvious reasons. 


We now come to the fixed assets. These are no basis for bank credit. 
They can only be considered as offering an unknown support to liquid 
assets. In the ordinary course of events it is not from the sale of fixed 
assets that a bank expects payment of its loans. We do wish to know, 
however, the basis on which valuation and depreciation have been cal- 
culated. Our principal concern is that they should not represent too 
great a proportion of the customer’s net worth and that, where necessary, 
sufficient reserves are being set up to provide for their replacement. 
The fact can never be lost sight of that specialized machinery or build- 
ings may be virtually worthless to any but a going concern. Obsolescence 
is another factor of paramount importance. Machinery that was efficient 
a few years ago cannot be operated economically today and therefore 
must be regarded as of little or no value. Book value is only an indication 
of cost, not of earning capacity or resale value. We should, of course, 
check to see that the customer has good title to the real estate and that 
there are no encumbrances. Patterns, templates, goodwill, franchises, 
bond discounts, ete., while probably entirely legitimate from an account- 
ing standpoint, are no basis for credit and must be disregarded com- 
pletely. They may have value in the event of sale or amalgamation but 
they are valueless in bankruptcy. 


We will now take current liabilities. These are short-term obliga- 
tions usually maturing within one year. They should include bank 
loans, bills and accounts payable, funded obligations, falling due within 
twelve months, accruals, reserves for taxes, and dividends declared but 
not paid. The banker is interested in the volume of accounts and bills 
payable and must determine if they are reasonably proportioned to 
purchases and in relation to terms normally extended. If they are not, 
perhaps support is being extended by one or more large suppliers. This 
could place the business in a very vulnerable position should their 
credit be suddenly cut off. We will also want to know if any of the bills 
payable involve liens against equipment being used in the business. 
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Repossession, in the event of difficulties, might prevent the completion 
of goods during manufacture. 

Income taxes are a most important item and should be enquired 
into extensively. Have the income tax authorities checked the customer 
recently? Is the business concealing profits in an illegal manner which 
may later require adjustment and penalty? 

Deferred Liabilities include long-term obligations and reserves, if 
not deducted from the related assets. Long-term obligations include 
mortgages, bonds and debentures not maturing within one year of the 
date of the balance sheet. Naturally, we will want to know whether such 
obligations are in good standing with regard to payment of principal and 
interest. Also, in the case of obligations maturing within the next year 
or two, what arrangements, if any, have been made for their retirement 
or renewal, It is important also to learn exactly what assets, if any, are 
pledged as security for these long term obligations. It sometimes happens 
that in addition to fixed assets, all or part of the current assets are so 
pledged. In this event, though current assets may substantially exceed 
current liabilities, the position of the current creditor dependent on such 
assets would be rather insecure. 


Other Considerations 

We have now gone over the various asset and liability items appear- 
ing in the balance sheet but we still require information on the following 
points: 

Does the customer have any contingent liabilities by way of guaran- 
tees or endorsements? Contracts for future delivery of merchandise or 
raw materials, etc., are potentially dangerous, as a drop in prices might 
seriously affect profits of a firm whose competitors were purchasing at 
lower prices. 

Is the amount of fire insurance coverage adequate? Is it properly 
distributed and if subject to a co-insurance clause, is the total amount 
carried in accordance with that stipulation? 


Profit and Loss and Surplus Statements 

Although the balance sheet shows the financial position of a business 
as of its date, it does not show whether an increase or decrease in surplus 
as compared with the previous year resulted from ordinary profit, or 
through some unusual non-recurring income, extraordinary charges or 
adjustments of one kind or another. It does not reveal what dividends, 
if any, were paid or other disbursements. 

A business operating profitably over a period of years should natur- 
ally be adding to its surplus. It is, of course, possible for a business to 
have satisfactory earnings without making progress. It may convert its 
earnings into plant and equipment or other fixed assets so that its work- 
ing capital may become frozen and it is eventually unable to meet its 
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THE BALANCE SHEET FROM A BANKER’S VIEWPOINT 


current debts. We will of course prepare a statement showing the source 
and application of funds or changes in working capital. The Profit and 
Loss Statement is most important. Naturally the profit picture is vitally 
important to us. If a business cannot operate profitably, a banker will 
not be too interested in making advances unless he can be shown that the 
trend can be reversed. If the profits revealed are satisfactory in relation 
to volume and to the capital employed in the business, we have no 
further concern. If they are not, then the various items will have to 
be examined closely to ascertain just where the trouble is. The per- 
centage of gross profit on net sales will show the average mark-up on 
merchandise. If it is less than is usual in the particular line of business, 
this will probably be the explanation for inadequate net profit or a net 
loss. An examination of administration and general expense items and 
a comparison with other years and of other concerns may reveal reasons 
for investigation correction. 


Comparing the Ratios 

When examining a balance sheet, together with complementary 
statements of profit and loss and surplus accounts, the banker usually 
notes the relationship which certain items or groups of items in the 
balance sheet bear to each other and perhaps to some items in the profit 
and loss statement. These relationships are referred to as ratios. From 
the banker’s point of view the most important ratio of all is that of 
current assets to current liabilities. Under ordinary circumstances it is 
out of current assets that a bank expects to obtain payment of its loans. 
These, then, should exceed current liabilities by an amount sufficient 
to take care of contingencies such as a shrinkage in inventory values, 
uncollectable receivables, etc. Over the years it has come to be regarded 
that a ratio of two dollars of current assets to each dollar of current 
liabilities is the ideal aim. 

In considering a customer’s working capital position, the banker 
must be satisfied that adequate provision is made for replacement of 
plant and equipment and for other capital outlays, for which deprecia- 
tion and other reserves have been set up and a portion of the net profit 
has been retained. It is one thing to set up such reserves; it is another 
to have them in the form of assets which can be put to work when 
required, and without reducing working capital below a comfortable 
figure. If they are not in such form, it will usually be necessary for the 
customer to raise additional capital or reduce inventory and receivables 
and perhaps be satisfied to do a smaller volume of business. 


Other ratios which bankers might consider are: 
Current Liabilities to Net Worth 
A high ratio of current liabilities to net worth indicates too much 


reliance on creditors for the carrying on of day-to-day operations. 
Fixed Assets to Net Worth 
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If fixed assets are too high in relation to net worth, the business is 
likely to be handicapped by burdensome depreciation charges and insuf- 
ficient working capital. 

Sales to Inventory 

This ratio is a good indication of the turnover of inventory. The 

higher it is, the greater the opportunity for profitable operation. 


Sales to Receivables 

This ratio shows how a business is faring in collecting its accounts. 
It will be understood that the banker does not, by any means, always 
have to consider these ratios. In many cases a satisfactory current ratio 
coupled with the past record and known capacity of the customer to 
manage his affairs successfully is all that is necessary. 

Now after we have gone through all that, we finally decide to make 
the loan. You may very well say that this is a considerable amount of 
work merely to grant an advance to a business you knew was responsible 
from the start. Yes, you are probably right, but balance sheets often 
reveal quite a story when one reads between the lines. 
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Student Section... 


ACCOUNTING I 


QUESTION II (10 marks) 

W. Bell operates subsidiary ledgers for accounts receivable and 
accounts payable with a control account for each in his general 
ledger. 

From the relevant data below, prepare the control accounts for 
the month of October, 1954. Rule off the accounts and show the 
balance for October 31, 1954. 


Balance of Accounts Payable, September 30, 1954 ..........0 $28,700 
I a alicia dei aiaiiadadini 63,200 
RN UU SUID sennciiicasinneninscicenmnsinniencnsnremnminaantiinineint 14,500 
CO REIS OSS ts Dei eerie CS Dat a eer RR nee FAR 16,700 
Sales discounts granted credit CUStOMELS .........csscseeeeseeeeeeeees 300 
eRe TSS P POT oe (Ag eA ate AY BA eee ROME EE a 19,600 
GAGA PECEIVER TEOM CHSEOGIELS. 5. .5..0:<0..00060css0snavacssecsecccovecsosvesee 39,000 
CPUOUIRES” WORSE CIOMOUTE onnn..nncicsscccssccssscssosissosessocensoeses 600 
NTC SETI ECT: (O00 1 ep an ae a ER Re Re 6,300 


348 





3 Is 
uf. 


‘he 


nts, 
ays 
tio 
0 


ake 
: of 
ble 


ten 


XA. 


ccts, 


STUDENT SECTION 


Balance Accounts Receivable, September 30, 1954 ...........+ 40,000 
Allowances made to customers for returns ............ccessseeeeeees 250 
Purchase discounts granted by creditors ..........sscscsessesseseeenees 450 
es I sia nscatiteeiicensindeeneiatictsteniilanieisladetavisig abated alii 1,700 
RCAN EER ASOLO UIEE INS boos oscicaunscéassescesauesaieasaia sascsesucbesesreaqvesntearasdsceetas 375 
Notes: recetved from: CUSEOMIEES: «...60..<cscscocnssccsncoossrssesnisarsarscstees 3,700 
ee, EN Te I cists ssnasnnescaniebeniattnlanineeceniasaidlacnenas 2,500 
SOLUTION 


QUESTION II 
Accounts Payable 





Sept. 30 Cash pd. Sept. 30 Balance $28,700.00 
on acct. $14,500.00 Purchases 19,600.00 
Discounts 450.00 
Purchase 
Returns 375.00 
Notes 
Issued 2,500.00 
Balance 30,475.00 
$48,300.00 $48,300.00 
Oct. 1 Balance .. $30,475.00 
Accounts Receivable 
Sept. 30 Balance $40,000.00 Discounts $300.00 
Sales on Cash 39,000.00 
Acct. 63,200.00 Allowance 
Notes . for returns 250.00 
dishonored 600.00 Notes 
Rec'd. 3,700.00 
Sept. 30 Balance 60,550.00 
$103,800.00 $103,800.00 
Oct. 1 Balance $60,550.00 


COMMENT 


Question #2. This question probably should have been worded 
to indicate that the answer was required in T-account form. In 
the answers most of the students did fairly well. The usual problem 
arose with respect to handling the discounts. This was due to their 
not reading the detail of the question. 


QUESTION III (15 marks) 


On December 31st, 1954, the James Norris Company Limited 
showed a net profit of $7,387.27. On examination, it was found 
that the following items had been ignored: 

(a) One of the items of expense was Supplies expense $425.00. 

However the company still had $125.00 supplies on hand. 

(b) The accountant had ignored the interest on a 60 day note 

receivable for $5,000 at 6% dated December 15, 1954. 

(c) Accrued salaries on December 31, 1954, amounted to 

$725.00. 
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(d) A 3 year insurance policy acquired on July 1, 1954, costing 
$270.00 had been charged to Insurance expense. 

(e) The company had rented an unused warehouse on October 
Ist, 1954, to the Excelsior Company Ltd. The annual rent 
of $1,800.00 had been collected in advance and credited to 
rent income. 

(f) Included in the liabilities was a 60 day 5% note payable 
for $3,000.00 dated December 2nd, 1954. The interest 
on this note had been ignored. 

(g) The possible loss from bad debts was not recorded. This 
amount is estimated at 14% of net sales for the year, 
which were $153,796.00. 

(h) Depreciation had not been recorded on office furniture 
which had cost $950.00 on January 1, 1954. The rate of 
depreciation was 10% on a straight line basis. 

(i) A 70 day 6% note for $2,000.00 dated November 18, 1954, 
had been discounted at a bank on November 18, and the 
total interest had been charged to prepaid interest. No 
adjusting entry had since been recorded. 


REQUIRED: 


(a) Assuming that the books have not been closed for the fiscal 
year ending 31st December, 1954, give the necessary cor- 
recting general journal entries. 

(b) Determine the correct profit. 


SOLUTION 
QUESTION III 
(a) 
POC, 31 Prepaid ahaa ncsicvicsnsnsecenssnsce $125.00 
eS OT eee $125.00 
To correct for supplies on hand. 
31 Accrued Interest Receivable .... 13.15 
Profit and Loss .................. 13.15 
To adjust for interest on Note 
Receivable 


6 x 16 x $5,000.00—$13.15 
100 365 
BE PE NE BI ncasccsniccccceicssicens 725.00 
Accrued Salaries Payable ...... 725.00 
To adjust for accrued Salaries 
Payable 
31 Prepaid Insurance ..........0000 225.00 
Profit and Loss ................ 225.00 
To adjust Insurance account 
and set u 
Prepaid Insurance for 21/ years. 
SE Pmt ORE LOW oncceccccceccccesccessceee 1,350.00 
Deferred Rent Income ....... 1,350.00 
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To set up Deferred Rent 
Income for 9 months at $150 
per month. 
3  "Beeht and Lass) cccscssccctsiccnccessss 11.92 
Accrued Interest Payable .. 11.92 
To adjust for interest on Note 
Payable 
5 x 29 x $3,000.00—11.92 
100 365 
31. Brot and Boss: xccccdsccsceccsccseesss 768.98 
Allowance for Bad Debts.. 768.98 
To set up an allowance for Bad 
Debts equal to 144% of 
$153,796 (net sales). 


50. Pe I bicceetens 95.00 
Allowance for Depreciation 95.00 
To set up Depreciation at 10%. 
Si ‘Prete ana Boss ..c<.ccscsecsccescctcececs 14.14 
Prepaid Interest .............++ 14.14 


To set up an Interest Expense 
on 6% $2,000 note where 
interest was prepaid 

6 x 43 x $2,000.00—$14.14. 
100 365 
(b) Correct Profit $4,785.38 


COMMENT 


Question +3. Many students used the 360-day year as the basis 
for their interest for those parts requiring the computation. Despite 
the fact their texts show them the American way, we should insist 
on Canadian practices. 


QUESTION VII (15 marks) 

You are closing the books of a company for the year ended 
June 30, 1954, and for this purpose you take off a Trial Balance. 
While listing the balances you discover that the bookkeeper has 
opened a Suspense Account to carry the amount of an error or 
discrepancy which he cannot locate. 

Further investigation brings to light the following errors re- 
lating to the year ended 30th June, 1954. 

(a) The total of the Sales Returns and Allowances Journal, 
amounting to $60.00, had been posted to the debit of the 
Purchase Returns Account. 

(b) A debit balance of $4.00 in the Accounts Payable account 
had been listed as a credit balance of $40.00. 

(c) The footing on page 170 of the Purchase Journal, $2,030, 
had been carried forward to the next page as $2,080. 

(d) A recovery of a bad debt of $40.00 previously written off 
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had been posted to the Credit of the Accounts Receivable 
and also to the credit of the Reserve for Bad Debts as 
$4.00. 

(e) Sales delivered on June 30, 1954, included an item of 
merchandise worth $200.00 which was also included in the 
inventory of that date at cost, $160.00. 

(f) Goods sold subject to a Trade Discount of 25% had been 
entered at full list price in the Sales Journal, and duly 
posted to the relevant accounts. Subsequently, credit was 
granted for the discount ($150.) but it was recorded in 
the Accounts Receivable only. 

(g) On June 30th, 1954, no posting had been made from the 
Cash Book of an entry for Bank deposit interest of $20.00. 

After the above errors were corrected, the books balanced 

without the aid of the Suspense Account. 


REQUIRED: 

(a) State the effect of each error on the content of the pre- 
closing Trial Balance. 

(b) Show in the Suspense Account the corrective entries that 
were necessary to bring the books into balance. Identify 
each entry by the letter of the item, e.g., (a), (b),... (g). 
ao Suspense Account is to be presented in ““T” Account 
orm.) 


SOLUTION 
QUESTION VII 


(a) i Sales Returns and Allowances understated by $60. 
ii Purchase Returns Account understated by $60. 
(b) i Accounts Payable overstated by $44. 
(c) i Purchases overstated by $50. 
ii Accounts payable overstated by $50. 
(d) i Accounts Receivable understated by $4. 
ii Reserve for Bad Debts understated by $36. 
(e) Nil 
(f) i Sales overstated by $150.00. 
(g) i Interest income understated by $20.00. 
Suspense Account 
(a) 36 
(g) 20 
Accounts Receivable (d) 4.00 
(f) 150.00 
COMMENT 
Question #7. This question was obviously not understood by 
most students. They did not understand how to use a suspense 
account. The question was rather ambiguously set out in that most 
students made vague statements about the effect of each item on the 
trial balance. 





